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| Macro Note
Malaysia: Inflation Steadied At 2.0% In Aug

Friday, 22 September 2023 = Headline inflation maintained at 2.0% y/y in Aug, matching Bloomberg

consensus but coming in a tad lower than our estimate of 2.1%. The steady
Global Economics & Markets Research inflation rate was largely thanks to favourable base effects and a continuation
GlobalEcoMktResearch@uobgroup.com of government subsidies particularly on fuels, chicken, eggs, and cooking oil.
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This helped to counterbalance the significant rise in prices of some essential
food items (i.e. rice, fresh meat, and fish & seafood), water and electricity bills,

Julia Goh pharmaceutical products, transport services, and education during the month.
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= We stick to our view that inflation will likely hover around 2.0% in the remainder
Loke Siew Ting of the year, keeping our 2023 full-year inflation forecast of 2.8% intact (BNM
Economist est: 2.8%-3.8%, 2022: 3.3%). For 2024, upside risks to the inflation outlook has
jasrine.lokest@uob.com.my heightened as global energy prices rebound to above USD90/bbl levels and
the effects of El Nino on staple food especially rice become more imminent, in
addition to the Malaysian government's plan to rationalize its subsidies next
year. While awaiting the detailed announcement on subsidy rationalization by
the government, we keep our 2024 full-year inflation forecast unchanged at
2.8% for now.

= With the costs of living remaining elevated, domestic growth momentum
softening and the persistent of slight labour market slack amid tighter global
financial conditions, we believe that Bank Negara Malaysia (BNM) will extend
its policy rate pause at the final meeting of this year (on 1-2 Nov) and
throughout 2024. The fourth month of positive real interest rates will also give
the central bank breathing room at this juncture. In anticipation of potential
supportive measures and fiscal reform policies unveiled in the coming Budget
2024 (on 13 Oct), higher domestic growth for 2024, and Fed rate cuts come into
focus in 2H24, we think that rate cuts by BNM next year are off the table.

Softer Core Inflation In Aug

Headline inflation maintained at 2.0% y/y in Aug, matching Bloomberg consensus
but coming in a tad lower than our estimate of 2.1%. Compared to previous month,
the consumer price index (CPI) rose 0.2% (Jul: flat), with 74.8% or 413 out of 552
items recording price increases (Jul: 75.4% or 416 items). Of which, 399 items
registered a price hike of less than or equal to 10% (Jul: 399) while 14 items recorded
a price increase of more than 10% (Jul: 17 items). This compared with 96 items that
showed a decline in prices (Jul: 94) and 43 items that saw stable prices (Jul: 42
items). Year-to-date (YTD) as of Aug, headline inflation averaged 2.9% (Jan-Aug
2022: +3.0%).

The steady annual inflation rate in Aug was largely thanks to favourable base
effects and a continuation of government subsidies particularly on fuels, chicken,
eggs, and cooking oil. This helped to counterbalance the significant rise in prices of
some essential food items, utility bills, pharmaceutical products, transport services,
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and education in the month. Hence, food price inflation decelerated further to 4.2%

y/y (from +4.3% in Jul) while non-food price inflation rebounded to 1.0% (from +0.8%

in Jul).

= Food & non-alcoholic beverages price inflation moderated to 4.1% y/y last
month (from +4.4% in Jul), thanks to a persistent slowdown in price inflation of
both food at home (Aug: +2.9%, Jul: +3.0%) and food away from home (Aug:
+5.9%, Jul: +6.2%). That said, several essential food items recorded a price hike
during the month, namely rice (Aug: +3.0%, Jul: +2.4%), fresh meat (Aug: +6.0%,
Jul: +5.3%), and fish & seafood (Aug: +1.5%, Jul: +1.1%).

= Transport price component registered a flat y/y growth (Jul: -0.4%), largely
thanks to steady fuel pump prices. It helped to offset the gain in prices of
transport services (Aug: +3.5%, Jul: +1.4%).

= Conversely, housing, water, electricity, gas & other fuels price inflation edged
up to 1.8% (from +1.7% in Jul), primarily driven by costlier water (Aug: +2.1%, Jul:
flat) and electricity (Aug: +2.0%, Jul: flat) bills.

= Healthcare price inflation jumped to 2.4% (Jul: +2.0%), the highest level since
Oct 2017. This was primarily due to pricier pharmaceutical products (Aug:
+2.8%, Jul: +1.8%).

= Education price inflation also accelerated for a second straight month to 2.1%
(Jul: +2.0%) as a result of price increases in pre-primary & primary education
(Aug: +2.8%, Jul: +2.6%), tertiary education (Aug: +0.3%, Jul: +0.1%), and other
education services (Aug: +2.7%, Jul: +2.2%).

Meanwhile, core inflation, which excludes volatile fresh food prices and price-
administered goods, decelerated for a ninth straight month to 2.5% y/y (from +2.8%
in Jul). This marks the lowest level since May 2022, but is still higher than headline
inflation for 11 months in a row by 0.4ppt (Jul: 0.8ppt). It also remains above its
2016-2022 long-term average level of 1.7% for a 19™ month, taking the YTD core
inflation to an average of 3.4% in the first eight months of 2023 (Jan-Aug 2022:
+2.5%). Services inflation tracked the downtrend in core inflation, easing for the
ninth consecutive month to 2.7% (from +2.9% in Jul). Notwithstanding that, services
inflation continued to stay above its 2016-2022 long-term average level of 2.0% for
16% months in a row.

Risks To Inflation Remain Tilted To The Upside

Following Jul-Aug headline inflation outturns, we stick to our view that inflation will
likely hover around 2.0% in the remainder of the year, keeping our 2023 full-year
inflation forecast of 2.8% intact (BNM est: 2.8%-3.8%, 2022: 3.3%). Our view takes
into consideration the government’s pledge to maintain most of its subsidies for
2H23, an absence of acute global supply shocks, as well as in-house expectations
for the currency. While the selling price of imported white rice has been raised by
36.2% to MYR3,200 per tonne, effective from 1 Sep; the price of local white rice
remains capped at MYR2.60/kg. Agriculture and Food Security Minister Datuk Seri
Mohamad Sabu has also assured that there are enough stockpiles of rice in the
country at 900,000mn metric tonnes. It comprises 250,000mn metric tonnes of
government stockpiles and 650,000mn metric tonnes of commercial stock that
could last for up to five months. He added that the rice supply in the domestic
market was also expected to recover in a month. In addition to that, easing core
and services inflation further affirms a continuation of disinflation trend in the
coming months.

For 2024, upside risks to the inflation outlook has heightened as global energy
prices rebound to above USD90/bbl levels and the effects of El Nino on staple food
especially rice become more imminent, in addition to the Malaysian government's
plan to rationalize its subsidies next year. The government has constantly said that
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a targeted subsidy mechanism and progressive wage policy will be implemented
next year after the Central Database Hub system is ready by year-end or early 2024.
While awaiting the detailed announcement on subsidy rationalization and
progressive wage mechanism by the government, we keep our 2024 full-year
inflation forecast unchanged at 2.8% for now.

With the costs of living remaining elevated, domestic growth momentum softening
and the persistence of slight labour market slack amid tighter global financial
conditions, we believe that Bank Negara Malaysia (BNM) will extend its policy rate
pause at the final meeting of this year (on 1-2 Nov) and throughout 2024. The fourth
month of positive real interest rates will also give the central bank breathing room
at this juncture. In anticipation of potential supportive measures and fiscal reform
policies unveiled in the coming Budget 2024 (on 13 Oct), higher domestic growth
for 2024, and Fed rate cuts come into focus in 2H24, we think that rate cuts by BNM
next year are off the table. This is also in view that the current 3.00% overnight
policy rate is considered as a neutral rate should real GDP grow between 4.0%-5.0%
and underlying demand price pressures are contained in the range of 2.0%-3.0%.

Our Forecast For BNM Rates

Source: Global Economics & Markets Research
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Key Contributors To CPI

Producer Prices Declined At A Slower Pace Of 2.3% Y/Y In Jul

Source: CEIC, UOB Global Economics & Markets Research
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Labour Market Conditions

Source: Macrobond, UOB Global Economics & Markets Research
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Real Interest Rates (OPR Less CPI) Remained Positive In Aug

Historical Changes In US Fed Rates And OPR

Source: Macrobond, UOB Global Economics & Markets Research
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Malaysia’s CPI Components: % Y/Y Change

Source: Macrobond, UOB Global Economics & Markets Research

Headline CPI Component 12/2022 1/2023 2/2023 3/2023 4/2023 5/2023 6/2023 712023 8/2023
All ltems 3.8 3.7 3.7 34 3.3 2.8 24 2.0 2.0
Food & Non-Alcoholic Beverages 6.8 6.7 7.0 6.9 6.3 5.9 4.7 4.4 4.1
Food at Home 4.9 5.1 5.8 5.6 5.0 4.3 3.2 3.0 2.9
Food Away from Home 9.6 9.3 8.9 8.6 8.1
Alcoholic Beverages & Tobacco 0.7 0.8 0.8 0.6 0.6 0.7 0.6 0.5 0.5
Clothing & Footwear 0.4 0.5 0.4 0.5 0.5 0.4 0.1 0.1 0.0
Housing, Water, Electricity, Gas & Other Fuels 1.5 1.5 1.7 1.6 1.6 1.8 1.8 1.7 1.8
Actual Rental For Housing 1.6 1.6 1.9 1.9 1.9 2.1 2.1 2.1 1.9
Maintenance & Repair of Dwelling 3.7 35 383 2.7 2.5 1.6 1.4 1.0 0.9
Water Supply & Miscellaneous Services 0.6 1.1 1.2 1.2 1.2 1.2 0.8 0.8 2.4
Electricity, Gas & Other Fuels 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1.6
Furnishings, Household Equipment & Maintenance 3.7 3.5 3.4 3.1 3.0 2.7 2.3 1.9 1.7
Health 1.3 1.6 1.8 2.2 2.1 1.9 2.0 2.0 2.4
Transport 4.9 4.0 3.7 24 2.3 1.0 0.0 -0.4 0.0
Purchase of Vehicles 2.0 2.1 1.9 2.1 2.1 2.0 1.9 1.3 0.7
Operation of Personal Transport Equipment 4.3 3.3 2.9 1.6 1.5 0.5 -0.6 -0.8 -0.3
Transport Services 17.8 6.7 5.2 1.4 3.5
Communication -0.1
Recreation Services & Culture 2.4 2.7 1.7 1.9 1.8 1.8 1.6 1.1 1.0
Education 1.4 1.3 1.6 1.7 1.6 1.9 1.9 2.0 2.1
Restaurant & Hotels 7.4 6.8 7.4 7.2 6.6 6.7 5.4 5.0 4.7
Miscellaneous Goods & Services 2.3 2.3 2.5 2.1 2.5 2.9 2.6 2.6 2.4

Malaysia’s Inflation Tracker

Source: Macrobond, UOB Global Economics & Markets Research

Indicator 12/2022 1/2023 2/2023 3/2023 4/2023 5/2023 6/2023 712023 8/2023
Economic Measures

Headline CPI 3.8 3.7 3.3 2.8 2.4 2.0 2.0
Core CPI 4.1 3.9 3.6 3.5 3.1 2.8 2.5
1.3

PPI 3.5 -0.8 -2.9 -3.0 -4.6 -4.8 2.3 N/A
Commodities Prices
Brent Crude, Spot 8.7 -4.3 -15.3 -24.4 -24.6 -38.0 -31.2 -20.8 [EElEen
CPO, Spot -21.4 -33.3 -26.4 -9.4 -5.7
GSCI Commodities 26.0 -0.3 -10.0 -15.1 -24.1 -14.2 -5.0 -1.8
GSCI Industrial Metals -7.6 -1.9 -15.7 -21.0 -17.0 -17.5 -3.8 1.8 0.3
GSCI Softs -2.0 1.0 3.3 -1.0
Baltic Dry Index -31.7 12.5
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Disclaimer

This publication is strictly for informational purposes only and shall not be transmitted, disclosed, copied or relied upon by any person for
whatever purpose, and is also not intended for distribution to, or use by, any person in any country where such distribution or use would
be contrary to its laws or regulations. This publication is not an offer, recommendation, solicitation or advice to buy or sell any investment
product/securities/instruments. Nothing in this publication constitutes accounting, legal, regulatory, tax, financial or other advice. Please
consult your own professional advisors about the suitability of any investment product/securities/ instruments for your investment
objectives, financial situation and particular needs.

The information contained in this publication is based on certain assumptions and analysis of publicly available information and reflects
prevailing conditions as of the date of the publication. Any opinions, projections and other forward-looking statements regarding future
events or performance of, including but not limited to, countries, markets or companies are not necessarily indicative of, and may differ
from actual events or results. The views expressed within this publication are solely those of the author's and are independent of the
actual trading positions of United Overseas Bank Limited, its subsidiaries, affiliates, directors, officers and employees (“UOB Group”).
Views expressed reflect the author's judgment as at the date of this publication and are subject to change.

UOB Group may have positions or other interests in, and may effect transactions in the securities/instruments mentioned in the publication.
UOB Group may have also issued other reports, publications or documents expressing views which are different from those stated in this
publication. Although every reasonable care has been taken to ensure the accuracy, completeness and objectivity of the information
contained in this publication, UOB Group makes no representation or warranty, whether express or implied, as to its accuracy,
completeness and objectivity and accept no responsibility or liability relating to any losses or damages howsoever suffered by any person
arising from any reliance on the views expressed or information in this publication.

Macro Note .
Friday, 22 September 2023 Right By You
6|Page



